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THE SOURCES OF NATIONAL REVENUE. 
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REPRESENTATIVES AND AUTHOR OF 

THE DINGLEY TARIFF BILL. 



The strength and prestige of a nation are measured largely by 
its available material resources and its ability and disposition to 
draw from them abundant revenue to support the government and 
maintain the national credit. 

The Confederation of States which preceded the Union failed 
largely because it was denied the power to impose and collect 
taxes, the right to make requisitions on the States proving to 
be too uncertain a reliance for revenue to carry on the govern- 
ment. 

When the Convention which formed the Constitution met and 
addressed itself to the vital subject of conferring upon the Union 
the power of levying taxes to provide means of supporting the 
Federal Government, it found many States objecting to the sur- 
render of any part of the direct taxation of property upon which 
they relied for the support of their State governments, and some 
States, which had large receipts from imports, insisting that they 
should not be called upon to surrender all of this revenue to the 
nation. 

The adjustment of Federal taxation was finally secured by one 
of the compromises of the Constitution, by which the Federal 
Government was given: 

1. The exclusive right to<impose duties on imports; the power to impose 
export duties being withheld from both the States and the Union. 

8. The concurrent right with the States to impose excises, imposts and 
indirect taxes, with little indication as to the line of demarcation between 
direct and indirect taxes; and 

8. The rigb* to impose direct taxes on persons and property, provided 
such taxes should be apportioned among the States according to population. 
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When the Federal Government went into operation, Hamilton 
was by general consent made Secretary of the Treasury, and he 
at once addressed himself to the great problems of revenue and 
the adjustment and funding of the debts contracted by the Con- 
federation and the States in the war for independence, aggregating 
$85,000,000, or nearly twenty dollars per capita. And this great 
debt — a burden far greater, in proportion to the wealth of the 
country at the respective periods, than the debt of the civil war — 
and the expenses of inaugurating and carrying on a new govern- 
ment, could be met practically only by such indirect taxation as 
duties on imports and the limited excise taxes then available in 
dealing with a sparse population of limited means, mainly de- 
voted to agriculture, lumbering and fishing, and unused to taxa- 
tion by any authority other than the State or municipality. 

The task which faced the great finance minister was one which 
might well appal the stoutest heart; but Hamilton proved equal 
to the exigency. Conscious of the jealousy of national authority, 
and especially of national taxation, entertained by the extreme 
States-rights advocates, he moved cautiously but firmly. 

In his first communication to Congress, he recommended (1.) 
the imposition of duties on imports and (2.) the imposition of an 
excise tax on distilled spirits. 

To the first recommendation Congress responded favorably 
and with entire unanimity; for while, on the one hand, the Fed- 
eralists regarded customs duties as the most important resource 
of national revenue, the Anti-Federalists insisted that any other 
resource should be avoided, which would bring national tax col- 
lectors into the States to assess and collect taxes for the main- 
tenance of the national government. 

Madison promptly reported, and Congress on the 4th of July, 
1789, passed, a bill imposing duties on imports; the preamble re- 
citing that the object of the measure was "for the support of gov- 
ernment, for the discharge of the debts of the United States, and 
the encouragement and protection of manufactures." 

It is noteworthy that a question which has in the last half cen- 
tury divided parties — to wit, the constitutionality and wisdom of 
so adjusting duties on imports, in the raising of revenue, as to en- 
courage home industries — should have been accepted by general 
consent by every member of the first Congress, many of whom 
had taken a leading part in framing the Constitution, and even 
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distinctly affirmed in the preamble of the first tariff enact- 
ment. 

The opposition to an excise tax on distilled spirits was so de- 
termined that nearly two years elapsed before Congress, impelled 
by stern necessity, favorably responded to Hamilton's recom- 
mendation. 

Three years later (June 5, 1794), Hamilton, in spite of the 
strong opposition of the Anti-Federalists, succeeded in persuading 
Congress to extend the excise taxes to tobacco, snuff, carriages 
kept for pleasure, dealers in liquor, sales at auction and the manu- 
facture of refined sugar, with stamp taxes on certain legal instru- 
ments. 

Thus, after five years' labors, in the face of enormous difficul- 
ties, the great finance Secretary saw the successful fruition of his 
unceasing efforts; the revolutionary war debts adjusted and 
funded; the interest provided for and the principal in the way of 
final payment; the expenses of the government amply met; and 
the credit of the nation successfully established. 

The next year Hamilton withdrew from the Treasury and re- 
tired to private life, carrying with him the gratitude of the people 
whom he had served with such masterly ability, and meriting, in 
the judgment of thoughtful men, the splendid tribute which 
Webster bestowed upon this great finance minister, in the fervid 
eulogium familiar to every political student : 

"Hamilton smote the rock of the national resources, and abundant 
streams gushed forth. He touched the dead corpse of the public credit, and 
it sprung upon its feet. The fabled birth of Minerva from the brain of Jove 
was hardly more sudden or more perfect than the financial system of the 
United States as it burst forth from the conception of Alexander Hamil- 
ton." 

I have thus dwelt on the revenue policy successfully set in 
operation by Hamilton, because it has been the basis in whole or 
in part of all Federal revenue legislation since his day; and his 
papers on the source of national revenue under the Constitution, 
and the most effective methods of reaching these sources for taxa- 
tion, still remain among the most valuable literature on the sub- 
ject. 

The only source of revenue open to the national government 
under the Constitution which Hamilton did not venture to lay 
hold of, was direct taxation apportioned among the States accord- 
ing to population; and he did not, obviously because of the fact 
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that the constitutional requirement for its apportionment neces- 
sarily makes it so unequal that it will never be resorted to except 
in supreme need. 

Wolcott, who succeeded Hamilton as Secretary of the Treas- 
ury, when the French war cloud of 1798 appeared, recommended, 
and Congress imposed, a direct tax of two millions annually, levied 
on houses, lands and slaves, and apportioned among the States ac- 
cording to population; but the tax proved so unpopular and the 
"returns were so unsatisfactory that it was repealed after one as- 
sessment. The direct tax was temporarily employed again in the 
war of 1812, with less difficulty, because the States were allowed to 
assume and collect their several quotas; but the tax was repealed 
as soon as the exigency passed. And the third and last time that 
this tax was employed was at the opening of the war of secession 
in 1861, but with so unsatisfactory results that only one assess- 
ment was made; and even that, so far as paid, was subsequently 
refunded. 

The excise taxes imposed on the recommendation of Hamil- 
ton were bitterly condemned by the Anti-Federalists, both at the 
time of their enactment, and subsequently; and when the Anti- 
Federalists came into power in 1801 one of their first acts was to 
sweep them all from the Statute Book. 

Thus from 1801 to 1813 the sole sources of revenue drawn 
upon to meet the expenditures of the national government were 
duties on imports (increased or modified twelve times between 
1789 and 1813), tonnage duties and receipts from the sale of pub- 
lic lands. From 1800 to 1808 imports increased so rapidly that 
these sources of revenue sufficed, but under the embargo the re- 
ceipts from customs fell off so rapidly that there was a deficiency 
in 1809, 1810 and 1812, notwithstanding the liberal receipts from 
the sale of public lands. 

When the war of 1812 broke out, Gallatin, who was Secretary 
of the Treasury, and who had set his face against excise taxes in 
the partisan contests of previous years, undertook for nearly a 
year to carry on the war by loans, without additional taxation; 
and the inevitable result was that the credit of the government 
collapsed, and our bonds fell first to 80 and then to 60 cents on 
the dollar. 

The situation became so serious that, by the summer of 1813, 
President Madison was alarmed and convened an extra session of 
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Congress, which speedily threw theories to the winds and re-en- 
acted the excise taxation which Hamilton had recommended and 
which had been overthrown in 1801, going further in 1814 than 
Hamilton had gone, by imposing heavy taxes on the manufacture 
and sale of a long list of articles. 

When the war closed the excise taxes were prematurely re- 
pealed — the repeal to take effect in 1817 — although the debt had 
been increased $127,000,000, with the result that, if it had not 
been for the large receipts from the sale of public lands (14f 
millions in 1835 and 24§ millions in 1836 — more than the receipts 
from customs), there would have been a deficiency of the revenue 
required to meet the ordinary expenditures and pay the interest 
on the debt in every year but five from 1818 to 1844; and, even 
with these receipts from the sale of public lands, there was a de- 
ficiency in sixteen of the forty-two years between 1818 and 1860. 

The war with Mexico was successfully carried on in 1846-7 by 
borrowing, without additional taxation, a course made possible 
by the brevity of the contest, the small force required to wage it, 
the large receipts from the sale of public lands between 1846 and 
1856 and the increased revenue induced by the Californian and 
Australian gold discoveries and the Crimean war. 

The financial and business depression which followed the re- 
duction of the tariff in 1857, resulted in so large a falling off of 
the revenue in the three years preceding the opening of the civil 
war as to cause a deficiency exceeding forty millions, which, with 
the alarm arising from threatened secession, so weakened the na- 
tional credit as to make it necessary in 1860 for the government 
to pay from 8 to 12 per cent, interest on the loans required to 
meet the public expenditures. Indeed, in February of that year, 
six per cent, ten-twenty bonds of the United States sold in limited 
quantities at an average of $89 per one hundred dollars; and in 
December the Secretary of the Treasury invited proposals for five 
millions of interest-bearing Treasury notes, and finally succeeded 
in disposing of only four millions at 12 per cent. 

The difficulties encountered by the government in providing 
adequate means to carry on the war for the preservation of the 
Union, from 1861 to 1865, are so burned into the memory of the 
survivoi*s of that gigantic contest that it is only necessary to refer 
to them so far as may be useful for an adequate consideration of 
the sources of revenue of the national government in a great 
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exigency; for the necessities of the nation were so great in that 
struggle for existence that after 1863 every resource of taxation 
open to the Federal authority was laid hold of. Indeed, one re- 
source of the State — the income tax — since declared by the Su- 
preme Court to be unavailable for Federal purposes, was seized 
upon by the national authority without serious objection, in view 
of the needs of the hour. 

The only criticism, outside of the issue of legal tender demand 
notes without a redemption fund to maintain them at par, which 
can justly be ventured in the light of subsequent events — and 
even this is excused by the general expectation at the outset that 
the contest would be brief and restricted — is that there was too 
great delay in imposing the taxation necessary to maintain the 
public credit and provide means for a war which, up to 1866, cost 
over 4,200 millions, and up to the present time nearly seven 
billions. 

Commencing with a revenue of only 41^ millions in 1861 and 
52, millions in 1862, the receipts rose to 112 millions in 1863, 
243£ millions in 1864, 322 millions in 1865, and culminated with 
520 millions in 1866— or $15.73 per inhabitant— of which 179 
millions ($5 per capita) were derived from customs and 311 mil- 
lions ($9 per capita) from internal taxes. 

Of the latter, 73 millions came from the income tax on persons 
and corporations; 55 millions from the tax on the manufacture 
and sale of distilled spirits, fermented liquor and tobacco; 127£ 
millions from the tax on manufactures and products; 15 millions 
from the stamp taxes on documents, proprietary medicines, etc.; 
14 millions from the special taxes on occupations; 4 millions from 
sales at auction and by brokers, etc.; 1£ millions from legacies and 
successions; 11 millions from gross receipts of railroad, express, 
ferry, insurance and telegraph companies, etc.; If millions from 
plate, carriages, pianos, billiard tables, etc.; and 3f millions from 
bank circulation, slaughtered animals, etc. 

This great annual revenue — nearly three times the per capita 
revenue of the national government in the ten years preceding 
the Spanish war, and more than twice that now being raised for 
both peace and war uses — was secured with much less sacrifice on 
the part of the taxpayers than might naturally have been ex- 
pected, although the duties on many imported crude articles and 
foods not produced in this country, transferred from the free to 
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the dutiable list to secure additional revenue from customs, and 
the internal tax on nearly all manufactured and other products, 
often duplicated, seriously burdened the industries of the coun- 
try, until they were repealed between 1868 and 1883. 

Our experience, in the last years of our civil war and for a few 
years thereafter, with internal taxes on manufactures and pro- 
ducts was so unfavorable that it is doubtful if they will be here- 
after resorted to unless in a great extremity, except in the case 
of luxuries or articles of voluntary use. 

Without imposing internal taxes on production beyond the 
manufacture and sale of distilled spirits, fermented liquors and 
tobacco, it is feasible to raise by import duties and by excise taxes 
limited to these three sources, supplemented by existing miscel- 
laneous receipts, a revenue of $6 per capita, which is $1 per capita 
more than the average peace expenditures of the past ten years. 

Excise taxes on distilled spirits, fermented liquors, tobacco, 
snuff, cigars and cigarettes, and special taxes on dealers in liquors 
(permanent since 1861), have become one of the most important 
sources of revenue in all civilized countries. Such taxes are easily 
collected, at the minimum of cost, by a permanent and experi- 
enced internal revenue bureau; the revenue from them is less liable 
to fall off in times of business depression; they are taxes which 
need not be incurred at all, or only at the convenience of the tax- 
payer; and so far as they fall on industries or business, they af- 
fect those less disturbed than others by unfavorable industrial 
conditions. 

It was for these reasons, among others, that when the Span- 
ish war came upon us in April, 1898, in order to provide means 
to carry it on (the revenue at that time, under the legislation of 
1897, being sufficient to meet peace expenditures), Congress 
doubled the low excise tax on fermented liquors and tobacco — the 
tax on distilled spirits already being as large as could be col- 
lected — thus increasing the revenue by fifty millions from these 
two sources, and restored about two-thirds of the adhesive stamp 
tax of 1865 on documents and medicinal, proprietary and trade- 
mark articles, and on cosmetics and perfumery, estimated to yield 
about 40 millions, as well as the special taxes on bankers, brokers, 
etc., and legacy and succession duties — additional taxes which in 
the aggregate will yield the present fiscal year about 100 millions. 

Whenever the extraordinary expenditures arising from the 
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Spanish war will admit of a repeal of any of the additional taxes 
imposed by the War-revenue act of 1898, it is probable that the 
first to be dispensed with will be a part or all of the adhesive stamp 
taxes, as they are in many respects annoying and in some cases 
burdensome. 

The excise taxes on spirits, fermented liquors and tobacco, as 
they stand now, will produce, it is estimated, 220 millions in the 
next fiscal year; other internal revenue taxes, outside the adhesive 
stamp tax, about 20 millions, miscellaneous sources (the receipts 
from sales of public lands having dwindled to a paltry sum) 20 
millions, and customs duties, 205 millions — an aggregate, outside 
the adhesive stamp taxes, of 465 millions, or $6 per capita. If all 
the adhesive stamp taxes should remain, it is estimated that the 
aggregate revenue would be increased to 510 millions, or $6.50 per 
capita. 

As the peace expenditures, on the basis of the expenditures of 
the ten years before the opening of the Spanish war, were about 
$5 per capita ($2.50 for the ordinary civil, military and naval es- 
tablishments and $2.50 for pensions and interest on the war 
debt, which basis would give a total of 385 millions as the peace 
expenditures for the next fiscal year), it will be seen that there 
would be a balance of nearly 125 millions, in case all the war taxes 
should remain, to meet the extraordinary expenditures arising 
from the war, including the increase of the navy and army, and 
to apply to a reduction of the war debt. 

No discussion of the sources of national revenue can be satis- 
factory, which does not take into consideration the possible effect 
of the. rapid multiplication and enlargement of our domestic in- 
dustries in diminishing our imports of manufactured articles, and 
consequently our revenue from imports of such articles. Indeed, 
it is one of the objections to the protective tariff policy that it 
tends — in fact, that -is its object — to encourage the manufacture 
and production at home of such articles as can be made or pro- 
duced here without natural disadvantage, instead of importing 
them from abroad. 

It is not my purpose to enter into any discussion of the tariff 
beyond what is required by my topic, which confines me to the 
question of revenue; and to this extent I may go without trench- 
ing on the field of partisan debate. 

Theoretically, it would seem to be probable, if not unavoidable, 



THE SOURCES OF NATIONAL REVENUE. 305 

that, the more we produce or make at home of articles similar to 
what we formerly entirely or mainly imported from abroad, the 
smaller would be our aggregate revenue per capita from imports; 
and, consequently, that it might be expected that a tariff adjusted 
so as to encourage home industries would impair revenue to the 
extent to which it accomplished its purpose. 

But practically this has not been the result thus far, although 
it is easy to see that the sudden introduction into the Union of 
tropical countries capable of producing all our consumption of 
sugar, for example, might disturb all calculations. 

The revenue from customs in 1790 (when we had few manu- 
facturing industries in this country) was $1 per capita; in 1810 it 
was $1.10; in 1820 it was $1.75; in 1830 it was $1.75; in 1840 it 
was $1; in 1850 it was $1.75; in 1860 it was $1.80; in 1870 (with 
the war tariff) it was $5 ; in 1880 (the year after the resumption of 
specie payments) it was $3.50; in 1890 it was $3.50; in 1895 
(tariff in 1894) it was $2.18 ; and in the present fiscal year (tariff 
of 1897) it will exceed $2.50 per capita. 

If one were disposed to accept bald statistics as the whole 
truth rather than a part of the truth, he might point to these sug- 
gestive official figures as a demonstration that more revenue is se- 
cured by protective than by so-called revenue-only tariffs. 

But this is not the scientific conclusion that the careful student 
of all the facts will draw. He will conclude, and without success- 
ful contradiction, that the largest revenue from customs is always 
yielded when all our people are at work, when prosperity reigns in 
all parts of our country, and consequently when our consumers 
have the most to buy with. 

He will also conclude that, so far as tariff legislation may have 
an influence on the prosperity of the country, that which tends to 
open up the largest opportunities for our own people to use their 
own labor to the best advantage, and produce or make at home 
what can be made here without natural disadvantage, inevitably 
gives them the greatest prosperity and the largest purchasing pow- 
er; and that, when our people have the largest purchasing power, 
they always purchase not only more of our own products but also 
more of the products of other countries not produced here, and 
especially more of the luxuries of foreign countries, which the 
well-to-do will always seek in proportion to their income. 

It is in conformity with these observed facts that the tariff of 
vol. olxviii. no. 508. 20 
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1897 has yielded more revenue from customs alone, and millions 
more revenue from customs, internal revenue and other sources 
(outside of war revenue) in the calendar year just closed — not- 
withstanding the unfavorable effect of the Spanish war — than was 
yielded in the last calendar year (1896), when the tariff of 1894 
was in operation, unaffected by either anticipatory or deferred im- 
portations. 

While the Constitution practically restricts the national gov- 
ernment to indirect taxation — duties on imports and excises — 
and, therefore, makes the discussion here or elsewhere of the 
question as to whether direct taxation on property is not fairer 
and wiser, an academic rather than a useful exercise, yet the uni- 
versal use of such indirect taxes, even by nations which have no 
limitations on their taxing power, indicates that they have been 
justified by experience. 

Duties on imports, as a source of national revenue, are justified 
not only by the fact that they are generally taxes ultimately paid 
at the convenience of the taxpayer, without the solicitation of the 
tax collector; but also by the fact, known to business men, that, 
although they are in form a tax on consumption, yet in fact the 
duty paid the government on an imported article is rarely added 
in full to the price when a similar article is produced or made here, 
and frequently added only in part when a similar article is not pro- 
duced or made here. 

Theoretically, it might have been affirmed, without contra- 
diction, that the placing of a duty of ten cents per pound on tea 
at the last session of Congress would have increased the price of 
tea to the consumer in this country ten cents per pound; yet the 
wholesale prices current show that tea has risen only 5 cents per 
pound. The foreign producer and importer are practically paying 
one-half the duty, in order to hold their customers; and the 
consumer pays only half. Absurd as it may seem to the theorist, 
the foreigner is paying half of the $10,000,000 annual estimated 
revenue from the duty on tea. 

There is another beneficial revenue result of a tariff adjusted 
on the policy of imposing high duties on imported luxuries or 
articles of voluntary consumption, low duties or no duties at all 
on articles of necessary consumption not produced or made here, 
and protective duties, equal to the difference of cost of production 
or manufacture here and abroad, on articles that may be produced 
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or made here without natural disadvantage, which should not be 
overlooked; and this is, that a large part of the revenue under such 
a tariff policy is paid on imported luxuries and articles of volun- 
tary consumption by those well able to pay the high duties, and 
very little or none on such articles as are required by the masses 
of the people. 

At least 100 millions of the 200 millions of revenue that will 
be yielded by the duties on imports in this calendar year will come 
from such articles as champagnes, wines, tobacco, opium, laces, 
kid gloves, silks, fine linens, fine cottons, fine woolens, chinaware, 
cut glass, and articles of adornment, and, so far as they are a 
charge on our people, will be paid almost entirely by consumers of 
ample means. 

It is not within the scope of my subject to discuss the con- 
troverted effect of duties on imported articles of general consump- 
tion, the like of which are or may be made or produced here to the 
extent of our wants without natural disadvantage — whether, as 
the free-trader claims, such duties permanently increase the cost 
of such articles to the consumer to the extent of the duty without 
material advantage to the revenue; or, as the protectionist claims, 
the ultimate result of such duties is to cheapen their cost to the 
consumer by the competition set in motion through the establish- 
ment and development of the industry in this country (although 
the temporary result may be otherwise), and also to swell the rev- 
enue through the increase of the ability of the people to con- 
sume imported luxuries and articles not produced here, as the 
opportunities to profitably use their labor multiply. 

I must confess that the longer I live and observe, the more I 
come to feel that the highest statesmanship is marked not by vain 
endeavors to adjust the operations of government to bald theo- 
ries, which, however sound in an ideal state, are subject to many 
modifications in the actual and varying conditions that confront 
the legislator and administrator; but by the skill with which the 
executive and the law-maker from time to time adapt legislation 
and administration to meet and, as rapidly as may be, improve 
existing conditions, holding constantly in mind that "an ounce 
of experience is worth more than a ton of theory;" and that what 
practically works well in any country is more likely to be safe and 
wise than any theories, however fine-spun, that have not suc- 
ceeded in like conditions. 
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Tried by the test of experience, whether in its revenue-pro- 
ducing qualities, its influence on our export trade, or its influence 
on the general prosperity of the country, I am sure that the present 
tariff policy, as it existed from 1861 to 1894, and as it has ex- 
isted since 1897 — modified from time to time to meet changing 
conditions — is justified by its fruits. 

If I mistake not, the business men of the country, who have 
seen the unfavorable effect of frequent tariff changes, whatever 
may be their belief as to tariff policy, have come to the conclusion 
that tariff repose for the present and near future, is indispensable 
to the best interests of the country. 

It may be safely affirmed that no other nation raises its revenue 
for national purposes in a manner which, on the whole, works out 
fairer or less burdensome results than are worked out by our system 
of taxation under the Constitution. I do not wish to be under- 
stood as affirming that any of our revenue legislation cannot be 
impro.ved in details under the enlightenment of actual administra- 
tion; and especially I do not desire to be understood as saying that 
the War Revenue act, particularly those provisions imposing stamp 
and special taxes intended as a temporary measure, and necessar- 
ily subject to the correction of experience under existing condi- 
tions, cannot and should not be readjusted in many directions ac- 
cording to the suggestions of such experience, whenever this can 
best be done, if it shall seem probable that these taxes must all 
continue much beyond the fiscal year in order to provide means 
to meet the extraordinary expenditures arising from the war. 

Although the expenditures of our national government have 
been largely increased per capita since the adoption of the Con- 
stitution, and especially by the gigantic war for the preserva- 
tion of the Union — rising from $1 per capita in 1790 to 
nearly $2 in 1820, $2.25 in 1850, $2.50 for ordinary and $4.50 
for war expenditures in 1870, and $2.50 for ordinary and $2.50 for 
pensions and war debt interest in 1890 and 1897 — yet, even with 
an increase for the time being of taxes equivalent to $1.50 per an- 
num on account of the Spanish war, our taxation to-day is only at 
the rate of $6.50 per capita — $2.50 for the ordinary civil, military 
and naval establishments, $2.50 for pensions and interest on the 
war debt, and $1.50 for the Spanish war — while the similar na- 
tional taxation of the United Kingdom and of Germany is, each, 
$10 per capita, and of France $15 per capita. 
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While it is impossible to forecast the future of our Republic, 
yet it is not difficult to see that, whether we desire it or not, we 
have entered upon a new era, in which the world recognizes that 
the United States has become one of the Great Powers, whose in- 
fluence is to be second to that of no other power for weal or for 
woe; and that this position in the family of nations will impose 
upon us, not simply increased expenses requiring an enlarged reve- 
nue, but also an increased responsibility. 

Nelson - Dingley, Jk. 



